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State Efforts to Insure the Uninsured:
An Unfinished StoryAn Unfinished StoryAn Unfinished StoryAn Unfinished StoryAn Unfinished Story

By Susan MarBy Susan MarBy Susan MarBy Susan MarBy Susan Marquis and Stequis and Stequis and Stequis and Stequis and Stephen Longphen Longphen Longphen Longphen Long

About 41 million Americans�one in seven adults�were uninsured in 2001. There is
   convincing evidence that being uninsured adversely affects access to health care, and an
overwhelming majority of the American public views the problem of the uninsured as a significant
policy issue.

Over the past decade, the states have been the laboratories for trying new approaches to
insuring the uninsured. These include regulatory reform, adopting purchasing alliances, expanding
public programs, providing new public subsidies, and shoring up the safety net�the configuration
of public hospitals and clinics that provide health care to those without insurance.

Reforms in the market for small-group insurance and small-group purchasing alliances are
intended to make insurance more accessible and affordable for small businesses, which are less
likely to offer insurance to their workers than are larger firms. Expanding the availability of
group insurance targets the 40 percent of the uninsured who work in small businesses and their
dependents. Expanding public programs and new public subsidies are intended to make insurance
more readily available and affordable to low-income uninsured persons, regardless of their
work status.

A series of studies conducted by RAND economists Susan Marquis and Stephen Long have
examined how successful these state experiments have been. Overall, the results show that

KEY FINDINGS:

� Regulatory reform
did not increase the
number of small
businesses offering
insurance.

� Health insurance
purchasing alliances
also had little effect.

� Subsidizing public
insurance expands
coverage, but large
reductions in the
uninsured would
require large
subsidies.

�  Expanding public
insurance causes some
individuals to replace
private insurance
with public coverage,
increasing the costs of
public programs.

� Expanding the safety
net might be more
effective in improving
the health of some
disadvantaged popu-
lations than providing
insurance would be.

Editor�s Note:  This summary of findings from a series of studies of state-level experiments with
small-group insurance reforms offers invaluable insight to state policymakers interested in pursuing
remedies for the stubborn problems of the uninsured while remaining mindful of the rising cost of
Medicaid. These reforms were intended to increase the number of insured and decrease costs for
small firms and their employees. Unfortunately, the affordability of health insurance remains a sig-
nificant obstacle for many of Kentucky�s small businesses, leaving their employees and their fami-
lies without access to health insurance and, research shows, diminished access to health care.
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Figure 1. Regulatory Reform Did Not Increase
the Percentage of Small Businesses That

Offered Insurance
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states have not yet solved the problem of the uninsured. But
the experiments have provided important lessons for
policymakers that may help to shape the next wave of programs.

Making InsurMaking InsurMaking InsurMaking InsurMaking Insurance Morance Morance Morance Morance Moreeeee
AccessibAccessibAccessibAccessibAccessible to Small Businessesle to Small Businessesle to Small Businessesle to Small Businessesle to Small Businesses
The �Second Generation� of Small-Group Health
Insurance Market Reforms. In the mid-1990s, several state
legislatures enacted a second generation of small-group health
insurance reforms to eliminate insurer underwriting practices
that prevent groups or individuals in a group from purchasing
insurance. For example, the reforms required insurers to make
all of their policies available to any employer who wished to
purchase a policy. The intent was to make insurance more
accessible for high-risk groups, that is, groups with members
at risk for having high expenditures on health care.

The reforms also governed how insurers could set premiums
by restricting the extent to which premiums for a given set of
benefits could vary across groups with different health
characteristics. These reforms were intended to enlarge the risk
pool on which premiums for small businesses are based, thereby
making insurance more affordable for high-risk groups.

Marquis and Long compared the behavior of small business
in nine states that adopted these reforms between 1993 and
1997 with the behavior of small business in 11 states and the
District of Columbia, where neither type of reform existed
before 1997. They drew their data from two large national
surveys of employers�the 1997 Robert Wood Johnson
Foundation (RWJF) Employer Health Insurance Survey and

Small-Group Health Insurance Purchasing Alliances.
Health insurance purchasing alliances are intended to expand
coverage by making insurance more affordable to groups of
small businesses. In principle, alliances have lower
administrative costs and give small groups collective purchasing
power to negotiate lower rates from insurance carriers and plans.
The alliance is also intended to stimulate competition in the
rest of the small-group market, thus expanding coverage outside
of the alliance as well.

Drawing on data from the 1997 RWJF Employer Health
Insurance Survey, Marquis and Long examined the three
states�California, Connecticut, and Florida�that had the
largest statewide small-group alliances in the nation to see if
the alliances increased coverage. The alliances encompassed a
range of models, including both public and private sponsorship.

the National Employer Health Insurance Survey. The analysis
focused on three basic outcomes: (1) the percentage of small
businesses offering insurance and the percentage of employees
enrolling, (2) small business decisions to add or drop insurance,
and (3) the size and variability of premiums.

Overall, they found that the reforms had no effect on any of
these outcomes. Figure 1 illustrates some of their findings. There
were few significant differences in the percentage of employers
offering insurance before and after the reforms and no consistent
direction of effect across the states. Comparing the percentage
of employees in firms offering insurance and the percentage of
employees enrolled before and after the reforms reveals similar
patterns.

The reforms also had no substantial effect on either the level
or the variability of premiums in the small-group market. Some
reform states had higher premiums than the nonreform states;
others had lower premiums. However, although the reforms
had little discernible effect on average, they may have improved
access for the highest-risk employee groups.
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FIGURE 2. Small-Group Purchasing Alliances Did Not Have Their Intended Effects
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The researchers found that the alliances did not have their
intended effects. They did not increase the percentage of small
businesses that offered health insurance, nor did they reduce
small-group market health insurance premiums. Figure 2
highlights some of their findings.

However, the alliances did permit participating employers to
offer a much greater choice in the number and types of plans,
and employees took advantage of these expanded options.

PrPrPrPrProooooviding Subsidies and Expanding Pubviding Subsidies and Expanding Pubviding Subsidies and Expanding Pubviding Subsidies and Expanding Pubviding Subsidies and Expanding Public Prlic Prlic Prlic Prlic Prooooogggggrrrrramsamsamsamsams

To increase coverage for the uninsured, many policymakers
favor voluntary programs with financial assistance�such as
tax credits, vouchers, or subsidized insurance�to help families
obtain coverage. At the core of designing such programs are
several critical questions, including the following:

· How large must the subsidy be to motivate the uninsured
to enroll?

· Does expanding public programs lead some people to drop
private insurance��crowding out� private insurance?

How Large Must the Subsidy Be? Marquis and Long
examined the experience of Washington State�s Basic Health
(BH) program with these issues. The first state-subsidized
insurance program in the country, it contracts with managed
care plans to deliver services to participants. Individuals in
families below 200 percent of the poverty level paid a sliding-
scale premium ranging from $10 to $100 per month in 1997, as
well as a small co-payment for most services.

The researchers modeled how changing the premium would
affect enrollment. They found that lowering the premium for
the BH program decreased the number of people who were
uninsured. For example, reducing the premium from $50 to
$25 per month decreased the proportion of uninsured adults by
about 2 percentage points and dropped the uninsured rate among
children by about 3 percentage points. Reducing the premium
by an additional amount further decreased the number of
uninsured (see Table 1).

Nonetheless, even with a modest premium of $10 per month,
about one-third of adults and nearly 10 percent of children would

remain uninsured. This result, as well as other research
(including work conducted by Marquis and Long), suggests
that substantially decreasing the ranks of the uninsured will
require very large subsidies.

Do Public Programs Crowd Out Private Insurance? An
important concern in evaluating the success of public  programs
is whether public coverage is substituting for�crowding out�
private insurance. Crowd-out could happen in two ways:
(1) some people drop their private insurance to take advantage
of the lower premium in the public program, or (2) some em-
ployers drop health insurance as an employee benefit because
the public program offers an alternative. Crowd-out increases
the cost of a public program because the state pays the insur-
ance costs for some people who would otherwise have pur-
chased private insurance.

To investigate crowd-out, Marquis and Long looked at what
happened in seven states that expanded public coverage for a
broad spectrum of their low-income population between 1991
and 1997. They used data from the Current Population Survey
to study families� decisions about insurance coverage, and
information from two large national employer surveys to
examine how public programs influenced employers� decisions
to offer insurance. They analyzed family and employer
responses before and after the expansion of public insurance
in the seven states and compared these changes with responses
from those in a group of states without such expansions.

They found that expansions did increase the percentage of
population enrolled in public programs in the seven target states.
Participation in public programs grew by about 4 percentage
points for adults and about 5 percentage points for children. In
contrast, the percentage of low-income persons covered by
private insurance fell in the seven states as a whole by about 3
percentage points more than expected based on insurance
changes in the contrast states. These findings suggest that about
50 percent of those who newly participated in the public program
substituted public insurance for private insurance.

Changes in employer-based coverage accord with this finding.
In the seven expansion states, this coverage fell by about 3
percentage points more than would be expected from changes
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in the other states. Both the share of employees offered coverage
and the share of employees who elected coverage if their firm
offered it declined.

The expansion of public insurance had a bigger effect on
small firms with a large share of low-wage workers, who would
be eligible for the public programs. Firms with this kind of
employee mix were more likely to stop offering coverage.

The experience of these seven states suggests that expanding
access to public programs may indeed crowd out private
insurance. Some public programs include design features, such
as a waiting period, to try to explicitly prevent direct switching
from private to public programs. But these design features raise
issues of equity in the treatment of similar individuals.

ConstrConstrConstrConstrConstraints on Staaints on Staaints on Staaints on Staaints on States�tes�tes�tes�tes�     Ability to Expand CoAbility to Expand CoAbility to Expand CoAbility to Expand CoAbility to Expand Covvvvverererereraaaaagggggeeeee
The studies summarized above demonstrate that state efforts
have not eliminated the problem of the uninsured. Why have
the states been unsuccessful?

One reason is that the tax capacity of some states makes
them unable to cover their uninsured without federal help.

Marquis and Long examined the additional taxes that state
residents would have to pay for a state program to subsidize
coverage for low-income uninsured residents. There is
substantial variation among states in the uninsured rate, which
means that some states will have to spend more per capita than
other states to attain equivalent outcomes in terms of covering
their uninsured. In the early 1990s, the uninsured rate averaged
10 percent in the 12 states with the lowest uninsured rates, but
was twice this in the 12 states with the highest uninsured rates.

The Marquis-Long analysis showed that, unfortunately, the
states with the greatest need to extend coverage have the least
capacity to do so. Nationwide, only half the states will be able
to cover all of their uninsured with a budget limited to their tax
capacity to finance health care reform. Thus many states will
need financial assistance to introduce or expand programs to
subsidize the purchase of insurance for their uninsured
population.

SupporSupporSupporSupporSupporting the Safting the Safting the Safting the Safting the Safety Netety Netety Netety Netety Net
The analysis of Washington State�s public insurance program
suggests that even with fairly substantial subsidies some
uninsured will remain. This highlights the need for a strong
safety net to ensure access to care for these uninsured. In
addition, evidence suggests that supporting the safety-net
delivery system may result in better health outcomes in some
cases. Efforts to improve maternal health outcomes provide
an example.

Effectiveness of the Public Health System: Florida�s
Experience. Improving birth outcomes for low-income
pregnant women has been an important health policy objective
for two decades. Policymakers have pursued this goal in two
ways: by expanding public insurance programs such as
Medicaid, and by developing service delivery systems that
typically include care coordination and combine nonmedical
support services with clinical care. Marquis and Long examined
Florida�s experience with both of these approaches to help assess
their effects.

Florida has nearly 200,000 births per year; both Medicaid
and the county health departments play a significant role in
financing maternal health care. Marquis and Long linked data
from birth certificates, hospital records, Medicaid files, and
county health department records to compare prenatal health
care use and birth outcomes for four groups of low-income
pregnant women, representing different financing approaches
and different delivery systems:
· women on Medicaid who received prenatal care in the public
health system
· women on Medicaid who received prenatal care from the
private health care delivery system
· uninsured women who received prenatal care from the public
health system
· uninsured women who received prenatal care from the private
health care delivery systems.

Providing public insurance increased the number of prenatal
care visits per user. Women enrolled in Medicaid had
significantly more visits than uninsured women, regardless of
their choice of delivery system.

But birth outcomes are affected more by where low-income
women receive care than by their insurance status. Women
treated in the public health system had significantly better birth
outcomes than women treated in the private system, whether
they had Medicaid or were uninsured.

This analysis confirms that expanding public insurance does
increase use of services. However, expansion by itself does
not appear to lead to better outcomes. Instead, receiving care
in the public health system, which provides care coordination
and nonclinical support services, seems to be important for
improving outcomes for this population. These results suggest
that expanding the safety net may be more effective in
improving health for some disadvantaged populations than
providing them with insurance and leaving them to navigate
the health care system on their own.

ConcConcConcConcConclusionslusionslusionslusionslusions

States have tried a variety of approaches to expand health
insurance coverage. Although none of these incremental
approaches has eliminated the problem, policymakers have
learned some valuable lessons.

A successful approach will likely involve multiple strategies.
Regulations and purchasing alliances can help eliminate
practices such as underwriting and administrative advantages
that make insurance inaccessible to some groups. But large
subsidies will be needed to enhance demand for coverage.

Table 1. Lowering the Premium Reduced the
Number of Uninsured

Monthly Premium for BH coverage

Percentage Uninsured $50 $25 $10

Adults 35% 30% 30%

Children 13% 10%   9%
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The 2003 Vic Hellard Jr. Award
for service in the interest of Kentucky�s future

Nominations for the 2003 Vic Hellard Jr. Award are now being accepted by the Board of the Kentucky
Long-Term Policy Research Center. Given annually in memory and recognition of Mr. Hellard�s leadership
and service to the Commonwealth, this honor recognizes an individual who, by his or her example and
leadership, has advanced citizen goals for the future. Nominating letters should explain how the candidate:

Demonstrates vision, considering the long-term implications for the public good;
Demonstrates innovation, finding new approaches while appreciating history;
Champions the equality and dignity of all;
Enhances the processes of a democratic society, promoting public dialogue, educating citizens

and decisionmakers, and fostering civic engagement; and
Approaches work with commitment, caring, generosity, and humor.

Letters of nomination must be submitted by September 15, 2003, to:

Hellard Award Selection Committee
Kentucky Long-Term Policy Research Center

111 St. James Court
Frankfort, KY 40601

Or submit your nomination online at:
www.kltprc.net/hellardaward.htm

The 2003 award will be presented at the Center�s 10th annual conference, November 18, 2003, at the
Kentucky International Convention Center, Louisville, Kentucky. Conference details are on pages 6 & 7.

Abstracts of all RAND Health publications and full text of many research documents can be found on the RAND Health web site at www.rand.org/health. RAND
is a nonprofit institution that helps improve policy and decisionmaking through research and analysis. RAND Health furthers this mission by working to improve
health care systems and advance understanding of how the organization and financing of care affect costs, quality, and access. RAND® is a registered trade-
mark. Most of the research described here was supported by The Robert Wood Johnson Foundation as part of its State Initiatives in Health Care Reform program.

States are unlikely to be able to solve the problem of the
uninsured on their own, especially in view of current constraints
on state budgets. Large reductions in the uninsured will require
new federal expenditures or innovative public/private
approaches to financing. Many states are now pursuing this
latter approach by using public money to pay the employee�s
share of employer group coverage for uninsured working
families.

In a system in which purchasing health insurance is voluntary,
we cannot expect to eliminate the uninsured. Maintaining a
strong safety net will be necessary to ensure that those who
remain uninsured have access to health care. State budget
constraints put the safety net at risk. We need to ensure that the
safety net�s integrity does not erode.

EmploEmploEmploEmploEmployment-Based Health Insuryment-Based Health Insuryment-Based Health Insuryment-Based Health Insuryment-Based Health Insuranceanceanceanceance     Selected RAND RSelected RAND RSelected RAND RSelected RAND RSelected RAND Researesearesearesearesearccccchhhhh
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NAME_______________________________________ORGANIZATION___________________________
ADDRESS________________________________CITY___________________STATE_______ZIP_______
PHONE____________FAX____________E-MAIL_____________________WEBSITE_________________

____ $40 Registration before November 10, 2003

____ $10 Student Rate     ____ Group Rate (5th attendee is free with 4 paid registrations)

Registration faxed or postmarked after Nov. 10, 2003, will be $50.

STATE EMPLOYEES

MARS Agency # ____________________
Contact Person for MARS___________________  Phone___________E-Mail_______________________________________

SPECIAL NEEDS? (Dietary or Other)_______________________________________________________________________

CANCELLATION, REFUND, & SUBSTITUTION POLICIES Cancellations received after November 10, 2003, will not be refundable.
Substitutions are welcome. �No shows� will be charged the full fee.

TO REGISTER  Copy this form as many times as needed and mail or fax it, with a check or money order made payable to the
Kentucky State Treasurer, to the:

in Partnership with

Association of  Independent Kentucky Colleges and Universities
Council on Postsecondary Education

Education, Arts and Humanities Cabinet
Kentucky Chamber of Commerce

Kentucky Department of  Education
Division of Early Childhood Development

The Prichard Committee for Academic Excellence

At the Crossroads
Prospects for Kentucky�s Educational Future:
PrPrPrPrPrescescescesceschool to Phool to Phool to Phool to Phool to Postsecondarostsecondarostsecondarostsecondarostsecondaryyyyy
November 18, 2003  ±  International Convention Center  ±  Louisv ille, Kentucky
8:00 a.m. to 5:00 p.m.

JJJJJointlointlointlointlointly  Sponsory  Sponsory  Sponsory  Sponsory  Sponsored  bed  bed  bed  bed  byyyyy

anananananddddd

TTTTThe 10th he 10th he 10th he 10th he 10th AnnAnnAnnAnnAnnual Confual Confual Confual Confual Conferererererence ofence ofence ofence ofence of the the the the the

Register Now:

Education Conference
PO Box 4817
Frankfort, KY 40604-4817

Fax: 502-564-1412 or 800-383-1412

    or
Register online at: www.kltprc.net/conference2003.htm

%
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                                     FEATURED SPEAKERS

UUUUU.S.S.S.S.S..... Sena Sena Sena Sena Senator Mitctor Mitctor Mitctor Mitctor Mitch McConnellh McConnellh McConnellh McConnellh McConnell      Kentucky�s senior congressional officer, who needs no introduction in his
home state, has been invited to give the keynote address at lunch.

VVVVViririririrginia Edginia Edginia Edginia Edginia Edwwwwwararararardsdsdsdsds  A former education writer for the Courier-Journal, Ms. Edwards is President of Editorial
Projects in Education and Editor of the premier periodicals on elementary and secondary education, Education
Week and Teacher Magazine.

DaDaDaDaDavid Longvid Longvid Longvid Longvid Longanecanecanecanecaneckkkkkeeeeerrrrr  As Executive Director of the Western Interstate Commission for Higher Education, Dr.
Longanecker is widely regarded as one of the nation�s leading thinkers on innovations in higher
education and on access and equity.

TTTTThomas R.homas R.homas R.homas R.homas R.     WWWWWolaninolaninolaninolaninolanin  A long-time Senior Associate at the Institute for Higher Education Policy Studies, Dr.
Wolanin is a widely published policy expert in postsecondary education funding and governance, student access
and equity, and international education.

  GENERAL SESSIONS  GENERAL SESSIONS  GENERAL SESSIONS  GENERAL SESSIONS  GENERAL SESSIONS
PPPPPerererererspectispectispectispectispectivvvvves on Kes on Kes on Kes on Kes on Kentucentucentucentucentuckkkkky�y�y�y�y�s Educas Educas Educas Educas Educational tional tional tional tional AcAcAcAcAchiehiehiehiehievvvvvements and Coming Challengements and Coming Challengements and Coming Challengements and Coming Challengements and Coming Challengeseseseses  Gov. Paul E. Patton will outline the
accomplishments of the past eight years while his successor (invited) presents his vision for the future of education in the
Commonwealth.

A NaA NaA NaA NaA National Ptional Ptional Ptional Ptional Perererererspectispectispectispectispectivvvvve on the Stae on the Stae on the Stae on the Stae on the Status oftus oftus oftus oftus of  Educa Educa Educa Educa Educationtiontiontiontion   Prichard Committee Excutive Director Bob Sexton engages Virginia
Edwards, editor of Education Week and Teacher Magazine, and David Longanecker, Executive Director, Western Interstate
Commission for Higher Education, in a discussion of the challenges before policymakers and educators.

TTTTThe KET Phe KET Phe KET Phe KET Phe KET Panel Discussionanel Discussionanel Discussionanel Discussionanel Discussion      Bill Goodman, host of KET�s award-winning Kentucky Tonight, will guide some of the state�s
most prominent leaders in the field of education in a timely discussion of how the Commonwealth will meet the challenge of
funding educational excellence in an era of constrained resources.

CONCURRENT SESSIONS
KIDS NOKIDS NOKIDS NOKIDS NOKIDS NOW = CurW = CurW = CurW = CurW = Currrrrrent Inent Inent Inent Inent Invvvvvestment festment festment festment festment for Futuror Futuror Futuror Futuror Future Successe Successe Successe Successe Success  Ongoing efforts and future prospects for the KIDS NOW initiative�
the �P� in P-16 education.

Melding the Old with the NeMelding the Old with the NeMelding the Old with the NeMelding the Old with the NeMelding the Old with the Newwwww:::::     Assessment and Assessment and Assessment and Assessment and Assessment and AccountaAccountaAccountaAccountaAccountabilitybilitybilitybilitybility  How will we meld the federal  No Child Left Behind Act
and the state�s current system of assessment and accountability?

TTTTThe Cost ofhe Cost ofhe Cost ofhe Cost ofhe Cost of  Quality: Quality: Quality: Quality: Quality: Ho Ho Ho Ho How Mucw Mucw Mucw Mucw Much?h?h?h?h?  Reconciling findings from three recent studies with three different conclusions about how
much funding is needed to provide Kentucky children with an equitable and adequate education.

RRRRRoadboadboadboadboadblocloclocloclocks to Higher Educaks to Higher Educaks to Higher Educaks to Higher Educaks to Higher Education:tion:tion:tion:tion: Funding Funding Funding Funding Funding,,,,, Pr Pr Pr Pr Preeeeeparparparparparaaaaation,tion,tion,tion,tion, and  and  and  and  and AccessAccessAccessAccessAccess  Perspectives on the factors that limit access to
higher education.

MaMaMaMaMapping the Futurpping the Futurpping the Futurpping the Futurpping the Future ofe ofe ofe ofe of  Higher Educa Higher Educa Higher Educa Higher Educa Higher Education:tion:tion:tion:tion: R R R R Reauthorizaeauthorizaeauthorizaeauthorizaeauthorization oftion oftion oftion oftion of  the Higher Educa the Higher Educa the Higher Educa the Higher Educa the Higher Education tion tion tion tion ActActActActAct      An exploration of congressional
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This more holistic viewpoint recognizes the interconnections
between the development of human capital, business enterprises,
and the social fabric of community. North Carolina�s MDC,
Inc., which specializes in research into the unique economic
structure of the southern United States, concludes that economic
development efforts demand a comprehensive framework for
building communities from within and reckoning with the larger
changes in the world that influence all economies. Table 1 shows
Dr. Amy L. Watts is a policy analyst at the Kentucky Long-Term Policy Re-
search Center. The author would like to thank Michal Smith-Mello for her
invaluable editorial contributions.

By Dr. Amy L. Watts

This is the first in a series of four reports documenting eco-
nomic changes in four regions of the Commonwealth during

the decade of the 1990s and examining the ways in which these
changes relate to the framework presented in Table 1. Here, we
use Area Development District (ADD) boundaries to divide
the state into four regions: eastern, western, south central, and
the urban triangle of Kentucky. This report analyzes some of
the social and economic changes that occurred in eastern Ken-
tucky during the 1990s and their potential implications for the
future.

The convergence of structural economic changes, such as
globalization and technological advances, compels Kentucky
communities to adopt a more comprehensive approach to eco-
nomic development. This involves moving away from the tra-
ditional concept of economic development as merely jobs
creation to one of development as a process by which a com-
munity or region raises the standard of living of its residents.1

the six building blocks MDC suggests and the shift from dated
concepts of economic development to this new structure.

The challenges Kentucky faces in economic development are
readily apparent in the social and economic changes that have
taken place over the past decade. In some areas, communities
are becoming more vulnerable to the structural changes afoot
in the new economy, not less. In addition, government at all
levels is once again feeling acute pressure to do more with less
as budgetary constraints conflict with the ever-increasing de-
mands of citizens for more services.

A A A A A WWWWWeak Economic Baseeak Economic Baseeak Economic Baseeak Economic Baseeak Economic Base

Eastern Kentucky, known to most natives simply as �East
     Kentucky,� lies in the heart of the Appalachian Mountains,
a unique geographic region of the Commonwealth known for
both its rich cultural history and its persistent economic woes.
For the purposes of this report, eastern Kentucky includes 36
counties (see Figure 1), covering approximately 12,053 square
miles of land.2 In 2000, approximately 75 percent of the resi-
dents in this region lived in rural communities. Many of these
counties, 33 of the 36, fall within the purview of the Appala-
chian Regional Commission (ARC), a federal agency created
by Congress in 1965 to support and promote social and eco-
nomic development in this multistate region. The persistence
of poverty in this region is best illustrated by the fact that the
ARC�s designation of 30 of the 33 Kentucky Appalachian coun-
ties as �distressed� in 1960 remained unchanged in 2000.3
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When we examine eastern Kentucky in light of the first
building block of MDC�s development model, �building the
economic base and creating larger numbers of higher-quality
jobs�jobs that provide a living wage, good benefits and the

Eastern Kentucky Achieves Progress; Parity Remains Elusive

FIGURE 1
East Kentucky Region
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Job growth occurred mostly in industries known for their
low wages and lack of opportunity for advancement or which
are highly vulnerable to decisions made outside the region it-
self. Manufacturing, the historic harbinger of �jobs, jobs, jobs�
in the South, saw a slight increase, 5 percent for eastern Ken-
tucky. Unfortunately, earnings from this industry actually de-
clined for the region from 16 percent of total earnings in 1990
to 13 percent in 2000 despite the increase in employment, her-
alding the end of an era during which manufacturing was a
reliable source of strong wages for low-skilled workers. Ap-
proximately equal increases occurred in eastern Kentucky and
the rest of the state in the traditionally low-wage sectors of
retail trade and services. The growth in employment in ser-
vices was driven mainly by an increase in health services jobs.
The only considerable growth over the rest of the state came
from employment in government and government enterprises.
Excluding manufacturing, changes in earnings mirrored the
changes in employment.

Changes in personal income and its component, wages and
salary, reveal further evidence of a relative lack of high-
quality jobs. While the average real county per capita in-
come (CPCI) rose for this region over the decade, it remained
approximately 78 percent of the average CPCI for the rest
of the state. The average real CPCI for the region increased
17 percent from $14,482 in 1990 to $16,991 in 2000.6 This
remained well below the $21,726 average of the counties in
the remaining regions for 2000.

The relatively slower pace of growth in average salary
and wages in eastern Kentucky, a component of CPCI, fur-
ther illustrates the lagging earnings potential of the jobs in
this region. Figure 3 shows an increase in average salary
and wages from 1990 to 2001 for both eastern Kentucky
and the rest of the state. With a 1.03 ratio between average
salary and wages of the two regions, this indicator was ap-
proximately equal in 1990. However, by 2000 the ratio be-
tween average salary and wages of the counties outside
eastern Kentucky and those within eastern Kentucky had
risen to approximately 1.18 (see Figure 4).

PrPrPrPrProoooogggggrrrrress in ess in ess in ess in ess in WWWWWorororororkfkfkfkfkforororororce Dece Dece Dece Dece Devvvvvelopmentelopmentelopmentelopmentelopment

Continuing to follow MDC, Inc.�s recommended
    infrastructure for development, we examine the region�s
progress in light of its success in �building a high-skill,
high-value workforce, the human resource base for the
knowledge economy.�7 Data show that eastern Kentucky,

potential for advancement,�4 we find progress in the quantity
but not necessarily the quality of jobs in the region. Despite an
increasing number of jobs and lower unemployment rates in
the region, prosperity remained elusive for many during the
1990s. The total number of full- and part-time jobs increased
over the decade for eastern Kentucky by 38,127 or 13 percent.
The average unemployment rate for the counties in the region
dropped from 9.2 percent in 1990 to 6.9 percent in 2000. How-
ever, this unemployment rate was higher than that of the state
(4.1 percent) and the U.S. average (4.0 percent).

This growth in jobs is at least in part a product of a devel-
opment strategy��quantitative development� or industrial re-
cruitment�that emerged in the southern United States during
the 1950s. The vestiges of the strategy can be found through-
out communities in Kentucky and, indeed, the entire South.5

The change in the industrial mix of jobs that we see in eastern
Kentucky today illustrates what was and is the weakness of a
simple jobs creation strategy: without concerted attention to
human capital and community development, the region at-
tracts principally low-wage industries.

The economic mainstays on which eastern Kentucky�s
economy and, some have argued, its culture were founded�
mining and agriculture�declined sharply as employment
in these sectors plummeted over the decade. Long depen-
dent on coal mining as a source of relatively high-wage
jobs for low-skilled labor, the region saw employment in
this industry fall 49 percent, compared with 32 percent else-
where (see Figure 2). Farm employment declined by 13
percent and jobs in agricultural services, forestry, fishing,
and other related industries fell 70 percent compared to a
64 percent increase for the rest of the state.

FIGURE 3
Average Salary and Wages by Region, 1990-2001
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FIGURE 2
Percentage Change in Employment, 
Eastern and Noneastern Kentucky, 
by Industrial Sector, 1990 to 2000
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FIGURE 7
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like the rest of the state, has taken steps to address the impedi-
ment of its reliance on low-skill labor to fill low-wage jobs
through broad investment in educational reform. However, data
also show that the journey is just beginning. While the percent
of high school graduates in this region increased from 1990 to
2000, the region continued to lag the rest of the state, Kentucky
as a whole, and the nation in this important indicator (see Fig-
ure 5). The region progressed similarly over the decade in the
percent of adults who attained a four-year postsecondary de-
gree or higher (see Figure 6).

much by age however. Those age 25 to 34, 35 to 44, and 45 to
64 had an 11 percent bachelor�s degree attainment rate in east-
ern Kentucky, compared to approximately 23, 20, and 20 per-
cent, respectively, for the rest of the state. Approximately 7 and
11 percent of those age 65 and older had attained a bachelor�s
degree in eastern Kentucky and the rest of the state, respec-
tively.

Analysis of data on indicators of educational achievement
produced similar results. Figures 7, 8, and 9 show the average
CATS scores for elementary, middle, and high school districts,
respectively, in Kentucky and the region.8 In each case the scores
improved but remained lower than the improvements made in
Kentucky as a whole. In addition, the largest gaps were found
at the high school level, reflecting the concerns of some educa-
tors that Kentucky high schools have been slow to adapt to
educational reforms.9

FIGURE 4
Ratio of Average Salary and Wages Between 
Noneastern and Eastern Kentucky, 1990-2001
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A comparison of educational attainment levels between the
two regions by age groups shows that a greater portion of the
younger age groups are attaining high school diplomas. How-
ever, eastern Kentucky�s levels still fall behind those in the rest
of the state. Of eastern Kentuckians 18 to 24 years old, ap-
proximately 69 percent had graduated high school in 2000 com-
pared to 76 percent in the rest of the state. The next age group
performed much better, however, with 76 percent of eastern
Kentuckians 25 to 34 years old with at least a high school di-
ploma compared to 86 percent in the remaining portions of Ken-
tucky. Attainment of a four-year college degree does not vary

FIGURE 8
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The region also suffered disproportionate losses of its fu-
ture workforce and thus some of the potential returns on the
human capital investments it is making in its children over the

FIGURE 5
Percent of Adults Aged 25 and Older 
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FIGURE 6
Percent of Adults Aged 25 and Older 
with a Bachelor’s Degree or Higher
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FIGURE 10
Internet Access, by Region
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decade. While eastern Kentucky saw moderate population
growth over the decade, it was the only region to experience a
decline in its child population. With a population increase of
24,326 between 1990 to 2000, approximately 786,773 people
lived in eastern Kentucky in 2000. Compared to the rest of the
state, which experienced an 11 percent increase in population,
however, eastern Kentucky�s population grew by just 3 per-
cent. The age 18 and under population declined by 8 percent
compared to an 8 percent increase in the rest of the state. The
adult population, which includes those age 18 to 64, grew 8
percent in eastern Kentucky compared to 13 percent for the
remaining portions of the state. The age 65 and older popula-
tion grew by approximately 7 percent in both Kentucky regions.

LingLingLingLingLingering Gaering Gaering Gaering Gaering Gaps in Phps in Phps in Phps in Phps in Physical Infrysical Infrysical Infrysical Infrysical Infrastrastrastrastrastructuructuructuructuructureeeee

When we turn to MDC, Inc.�s vision of physical infrastruc-
ture �... utilizing transportation and telecommunications

to connect the community with distant markets, people, and
educational options and providing essential infrastructure to
ensure public health and safety,�10 we find evidence of impor-
tant progress in eastern Kentucky. Bridging the so-called digi-
tal divide has become as key to the economic development of
communities as ensuring safe roads and adequate clean water
and wastewater management.

Data for eastern Kentucky indicate that the gap in con-
nectedness is narrowing. Figure 10 shows that by 2002 approxi-
mately 75 percent of eastern Kentucky residents had access to
the Internet, substantially reducing the gap between this and
other regions in the state. A 2002 report on Kentucky network
access revealed that at 45 percent, eastern Kentucky surpasses
the remaining regions in the percent of residents with cable
modem access.11 However, at 31 percent of the region�s popu-
lation with DSL access it trails the remaining regions in this
capability. The study goes on further to note that �significant
remote and rural areas [still] do not have any broadband ser-
vices.�12 High speed access is fast becoming a necessity of busi-
nesses in many rural areas that lack this resource. Without it,
many are unable to connect to headquarters, receive online or-
ders, and execute many other tasks that require high-capacity,
high-speed Internet access.

In the building and maintenance of traditional physical
infrastructure, such as clean water, sewer, and roads, some chal-
lenges remain. The strategic plans for clean water and waste-

water management in this area reveal that most of the construc-
tion of proposed new public water and sewer lines are to take
place in this region of the state. Of the new public water lines
proposed for the whole state from 2000 to 2020 by the
Governor�s Water Resource Development Commission in 1999,
57 percent were in this 36-county area.13 Of the projected costs
for public sewer lines from 2000 to 2020, eastern Kentucky
needs constitute 42 percent of the state total.14 Of the $6.2 bil-
lion cost to complete the planned improvements in the long-
range highway plan element of the statewide transportation plan,
approximately 48 percent will be spent in the 36 eastern Ken-
tucky counties analyzed here for approximately 40 percent of
the planned improvement mileage throughout the state.15 The
projected work and costs laid out in these plans are consider-
able and indicate the poor condition of infrastructure in this
part of the state and the challenges this region faces in financ-
ing these proposed projects.

A FA FA FA FA Frrrrraaaaagile Social Infrgile Social Infrgile Social Infrgile Social Infrgile Social Infrastrastrastrastrastructuructuructuructuructureeeee

MDC, Inc. also proposes that �...[a] comprehensive vision
 for a strong social infrastructure entails providing social

supports to enable all people to live and work with dignity.�16

The goals MDC outlines for communities in this area include:
provide affordable, quality health care for all people; provide
pathways to self-sufficiency for economically vulnerable per-
sons and families; and view safe, affordable housing as a hu-
man right and home ownership as an asset-building tool for
families and communities.17

Changes in the distribution of income reveal some of the
challenges this region faces in meeting the demands of a strong
social infrastructure. A disproportionately heavy reliance on
government transfer payments in this region suggests a level of
economic fragility that could clearly be expected to undermine
its social infrastructure. They are indicative of high rates of
poverty, dependency, poor health, and lower standards of liv-
ing.

FIGURE 11 
Distribution of Personal 
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Figure 11 shows the percent of personal income derived
from earnings dropping approximately 5 percentage points while
income from dividends, interest, and rent remained unchanged.
The loss in earnings was compensated by an increase in trans-
fer payments as a source of income. Further breaking down
transfer payments into its various components reveals that in
2000, the primary sources were income paid for retirement and
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disability insurance through Social Security and Supplemen-
tal Security Income, a reflection of the aging of the population
and high rates of disability among the nonelderly (see Figure
12). Approximately 45 percent of the age 45 and older popula-
tion in eastern Kentucky depends or will depend on Social Se-
curity as their major source of income in retirement, compared
to 34 percent in the rest of the state.18 Also, as shown in Figure
12, medical services provide considerable resources for the re-
gion through the federal Medicare program and the state-fed-
eral Medicaid program, which serves indigent citizens of all
ages. Furthermore, Medicaid payments comprise 61 percent of
all medical transfer payments made in the region.

papers in 2000, compared with 67 percent in the rest of the
state, indicating the presence of a strong awareness of and com-
mitment to environmental protection.22

Coal mining and solid waste disposal are just two of the
areas in which eastern Kentucky has long struggled with envi-
ronmental and natural resource stewardship. While coal min-
ing represents economic development opportunities for the area,
the process of mining disturbs the land and surrounding com-
munities in a variety of ways. The most extreme example of the
environmental impact of mining came in 2000, when a Martin
County coal slurry impoundment failed, sending 300 million
gallons of sludge and waste into area creeks and eventually the
Big Sandy River, where it affected drinking water supplies for
a 60-mile stretch.23 More typically, the successful reclamation
of surface mined lands presents an ongoing challenge. A vari-
ety of state and federal laws and regulations are in place to
ensure that coal mining and reclamation operations are con-
ducted in a manner that protects the environment and provides
for the safety of the public, but thousands of acres of
unreclaimed land remains. Illegal dumping of municipal solid
waste threatens groundwater, ecosystems, and public health. In
1991, Senate Bill 2 passed in the special legislative session,
mandating, among other things, that counties make available
disposal services to all citizens, including drop off centers and
door-to-door collection. County-level data show the percent-
age of households participating in door-to-door garbage col-
lection was an estimated 73 percent in 2001. By comparison,
the statewide participation rate was 81 percent.24
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The final building block of economic development we borrow
from MDC proposes that �...[a] comprehensive vision for a

strong civic infrastructure entails creating a culture of civic
decision-making and problem-solving that is forward-looking,
accountable, and inclusive.�25 Ensuring open and accountable
governments that value all voices and develop the civic capac-
ity of communities to address their own challenges and oppor-
tunities are among the goals that MDC suggests southern
communities focus their efforts upon. We find high levels of
civic pride, safe communities, and trust of others throughout
the Commonwealth, including the eastern region. In 2002, ap-
proximately 90 percent of eastern Kentuckians were extremely
or somewhat proud of their communities, compared with 94
percent in the rest of the state.26 Approximately 93 percent al-
ways or usually felt safe there compared with 96 percent else-
where.27 Over half, approximately 53 percent, said that you can
usually trust others, compared with 60 percent in the rest of the
state.28 Approximately 58 percent of  Kentuckians in both the
eastern part and the rest of the state volunteered on a regular
basis while approximately 74 and 82 percent made charitable
contributions in that year, respectively.29 Similar to the rest of
the state, most adult eastern Kentuckians, approximately 86
percent, were registered to vote in 2002.30

The loss of children is not only a potential drain on the
future workforce of the area, but it robs the region of potential
community leaders. Fortunately, eastern Kentucky is relatively
strong in this area. Approximately 46 percent of Kentuckians
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These estimates pointedly illustrate the region�s vulnerabil-
ity to changes in the structure of government support for vari-
ous transfer payment or entitlement programs. Welfare, for
example, does not alleviate poverty. Indeed, many would argue
that it merely perpetuates it. Transfer payments for medical ser-
vices comprise 40 percent of the payments made to the region.
Thus, the growth in the services sector shown in Figure 2, driven
primarily by growth in health services, illustrates that not only
are the recipients of these publicly funded health services vul-
nerable to cuts in Medicare and Medicaid, but the jobs that rely
on these payments could also be at risk. According to one study,
the profitability of hospitals in the Appalachian region had fallen
by the end of the 1990s due to reductions in Medicare pay-
ments mandated by the Balanced Budget Act of 1997.19
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The MDC framework suggests �...[a] comprehensive vision
of cultural and environmental preservation [that] entails

preserving and enhancing the natural, cultural, historical and
built environment of these communities.�20 The Appalachian
Mountains of eastern Kentucky are a coveted environmental
asset, not just by the residents but by those who visit to enjoy
their rich beauty and culture. The area is widely known for its
bountiful contributions to the arts and for a network of arti-
sans. These assets have not gone unnoticed by community lead-
ers and inhabitants. According to survey results, approximately
40 to 50 percent of the residents of the area had visited a mu-
seum, festival, arts performance, or historic site in their home
counties in the previous 12 months, in 1996, 1998, and 2000,
compared with 46 to 55 percent of Kentuckians in the rest of
the state during the same time period.21 Further, a majority of
eastern Kentucky households, approximately 70 percent, re-
cycled items like glass containers, plastic containers, or news-
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in both the eastern region and the rest of the state had partici-
pated in a group to solve a problem or address a need in their
community, while approximately 11 percent of both regions
had actually led such a project.31 However, eastern Kentucky
trailed the rest of the state in its leadership development pro-
gram participation with a rate of 22 percent, compared with 29
percent in the rest of the state.32

In the coming years, eastern Kentucky will have to draw upon
its strengths to seize opportunities and confront the challenges
that remain in its quest for a rising standard of living.
Globalization and technological change compel all regions,
including the 36 counties here, to draw upon comprehensive
development strategies, such as that offered by MDC, Inc.
Increasingly, communities will have to seek high-quality jobs,
rather than just more jobs. This is especially true here, where
jobs have increased but indicators of standard of living remain
well below the rest of the state. In time, the area could capitalize
on its considerable investments in the development of human
capital, creating opportunities within that will hold youth to the
region and compel young families to return to or make this
exquisitely beautiful region their home. Some of the ingredients
for future success, such as the region�s technological
infrastructure and a comparable civic capacity, are in place while
other more basic amenities that are essential to development
are yet to be fully realized. As many natives of eastern Kentucky
will attest, this is the homeland of the heart, the place where
they would be if they could be. In the years ahead, it will be the
work of this region�s pool of leadership talent to transform its
emerging assets into opportunities that will enable those who
want to live in eastern Kentucky to prosper there.
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StaStaStaStaStates Ptes Ptes Ptes Ptes Pass the Bucass the Bucass the Bucass the Bucass the Buck on Collek on Collek on Collek on Collek on Colleggggge Costse Costse Costse Costse Costs
Some states are shifting their current budget woes to public
university students and their families, reports the National Cen-
ter for Public Policy and Higher Education in San Jose, Cali-
fornia. Rising tuition rates and slipping state student aid are
�the worst fiscal news for public higher education institutions
and their students in at least a decade.�

Although incomes are rising by only 1 to 2 percent in most
states, tuition at four-year public schools has leapt
at a double-digit pace while total tuition aid is fall-
ing by similar rates in some states. In Arkansas, it�s
down 20 percent. State budget deficits are to blame.
Nationally, states spend about 48 percent of their
revenue on education, or about $235 billion in 2001
for kindergarten through college, says the National
Governors Association. Elementary and secondary
education budgets are protected in many state con-
stitutions, making them the last expense states will
cut, but higher education is vulnerable. Over the
years, contributions to higher education have eroded in many
states, forcing public universities to rely more on tuition and
fees for support. And the pressure to raise tuition is particu-
larly intense for states that froze or even cut state university
tuition during the go-go 1990s��money they have to recoup
now.

Implications for Kentucky.  Kentucky did not freeze tu-
ition during the 1990s, but it�s in step with current trends. A
2002 analysis by the Kentucky Higher Education Assistance
Authority (KHEAA) found that while Kentucky tuition rates
remained well behind national averages, the real cost of educa-
tion here nearly doubled between 1990 and 2002, rising at an
annual pace of 5.4 percent to 70.3 percent. Median household
income, on the other hand, grew just 2.8 percent a year by 39.3
percent overall.

Today�s budget woes have only made matters worse.
Kentucky�s community and technical colleges upped tuition
23.4 percent for the coming 2003-04 academic year. Morehead
State (14.8 percent), Murray State (15.9 percent), and North-
ern Kentucky (16.4 percent) universities and the flagship Uni-
versity of Kentucky (UK) (15 percent) each opted for
double-digit increases in undergraduate tuition following not-
insignificant increases in the prior year. By comparison, the
University of Louisville�s 9 percent tuition hike for 2003-04
looks modest. Tuition to UK�s professional schools�law,
medicine, dentistry, pharmacy�will jump 25 percent this year.
Kentucky State and Eastern State universities did not raise tu-
ition this year.

Kentuckians may fare a bit better than most in regard to
grant monies due to the availability of the KEES program, but

the current budget situation imperils the program�s future.
What�s more, the federal Pell grants that so many low-income
college students rely upon may not be there for many of them
in the future. Already well behind meeting the actual cost of
college, the Congressional Research Service reports that a new
formula for financial aid will reduce the federal program by
$270 million and exclude some 84,000 would-be recipients
nationwide from receiving awards.

State aid programs are falling short as well. By summer�s
end, KHEAA plans to release a study of unmet need
in the state, a potentially valuable tool for legisla-
tors who must reckon with the budget shortfall with
an eye to the state�s future. Preliminary data, ac-
cording to KHEAA economist Dr. Melvin Leteer,
show that, exclusive of KEES, Kentucky�s two
main need-based financial aid programs (College
Access Program and Kentucky Tuition Grant) fell
some $70 million short in 2002-03, in that students
who qualified for the grants did not receive them
because funds had been fully dispersed. Kentucky

is one of the few states that permits students to stack financial
aid awards, so it is not unusual for students to receive awards
from all three programs. Nonetheless, these data suggest the
magnitude of unmet need among low-income students in the
state is substantial and likely to grow.

More researchers are concluding that would-be students are
being discouraged from pursuing an education by tuition rates
they perceive as too costly. It�s a perception Kentucky can ill
afford, but rising enrollments suggest it is being out-weighed
here by �education pays� economic realities.

UninsurUninsurUninsurUninsurUninsured Costs Get Business�ed Costs Get Business�ed Costs Get Business�ed Costs Get Business�ed Costs Get Business�     AttentionAttentionAttentionAttentionAttention
Employers are beginning to call for ways to deal with the
problem of the uninsured as health costs squeeze corporate
profits and growing numbers of people without insurance push
costs even higher, The New York Times reports. Long viewed
as the responsibility of the government, some executives and
benefits specialists are realizing that the 41 million Americans
without insurance are costing business money.

A recent study by John Holahan and Jack Hadley of the Ur-
ban Institute quantifies part of the cost: employers and managed
care companies paid $1.5-$3 billion through higher rates to cover
part of the $24 billion hospitals spent caring for uninsured pa-
tients in 2001. In addition, the federal taxes of employers help to
pay for programs that cover the greatest share of hospital costs
for the uninsured. �Employers are now subsidizing the uninsured
and low-paying government programs like Medicare and Medic-
aid, to the detriment of their own employees,� said Kate Sullivan,
director of health care policy at the U.S. Chamber of Commerce.
�When the government programs pay 65 or 80 cents for a dollar
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of hospital care, employers end up paying $1.15 or $1.25 for that
care.�

Implications for Kentucky.  As health care costs rise, the
pressure for answers to the problem of uninsured Americans
will continue to mount. Businesses�and taxpayers in gen-
eral�are already meeting the cost of the uninsured, but often
in the least efficient ways. The losses exacted by unmet health
care needs come at an enormous cost to society, one that some
data suggest is far greater than the cost of making basic health
care available to uninsured Americans. (See our page 1 story.)

StudStudStudStudStudy y y y y TTTTTallies allies allies allies allies TTTTToll ofoll ofoll ofoll ofoll of  Health Car Health Car Health Car Health Car Health Care Gae Gae Gae Gae Gappppp
Allowing millions of Americans to live without health insur-
ance costs the nation between $65 and $130 billion every year,
according to a panel of experts assembled by the National Acad-
emy of Sciences� Institute of Medicine. For its report, this panel
of experts adopted the approach federal agencies use to deter-
mine whether the benefits of taking steps to re-
duce a risk or harm justify the costs to society of
implementing those measures. The panel found
that each uninsured person loses the equivalent of
$1,645 to $3,280 annually in wages and benefits,
as well as the value of a higher quality of life and
a longer lifespan. The new estimate does not in-
clude the cost of the medical care itself, which runs between
$34 and $69 billion annually, or whatever it would cost to cre-
ate a program to provide insurance coverage for all Americans.

Implications for Kentucky.  As estimates of the cost of ig-
noring versus covering a large uninsured population grow more
precise, we can anticipate knowing with greater certainty what
the exact benefits to society would be were it to invest in uni-
versal health care coverage. These data suggest that, over the
long-term, they would be considerable.

MorMorMorMorMore e e e e ArArArArAre Old,e Old,e Old,e Old,e Old, Ill, Ill, Ill, Ill, Ill, and Uninsur and Uninsur and Uninsur and Uninsur and Uninsurededededed
The stock market�s decline has ravaged Americans� 401(k)
accounts and investments, but Business Week points to the less

noticed erosion of another pillar of secure
retirement: affordable health insurance. As
medical inflation kicks in again, waves of
employers are ditching or scaling back cov-
erage for their retired workers. At this point,
only about one third of U.S. seniors enjoys
any sort of job-based coverage, down from
nearly 50 percent a decade ago. Company
plans are designed to wrap around Medicare,

which doesn�t pay for prescription drugs or catastrophic ex-
penses such as long-term care. A quarter of seniors buy some
of this missing coverage through Medigap policies, but they
rarely cover drugs. Another third of retirees, who have nothing
but Medicare, are dangerously underinsured and often can�t
afford to buy the drugs or other care they need. Now this
underinsured population is set to balloon dramatically. As re-
tiring Baby Boomers lose their company coverage, they will
have to buy their own medical insurance or live without it.

Implications for Kentucky.  Health insurance has become
as central to retirement planning as savings and pension plans.
Older Kentuckians are particularly vulnerable as they are gen-
erally poorer and less healthy than most Americans. Thus, the
Commonwealth will continue to have a compelling interest in
the well-being of this expanding portion of its population.

Small FirSmall FirSmall FirSmall FirSmall Firms Shorms Shorms Shorms Shorms Short on Health Cart on Health Cart on Health Cart on Health Cart on Health Careeeee
Only 47 percent of establishments with fewer than 50 work-
ers offer health insurance compared to 97 percent of those
with more than 100 employees, recent data show. In congres-
sional testimony, Len M. Nichols of the Center for Studying
Health System Change suggests states can increase coverage
among workers in small firms by using their leverage in the
marketplace. Because many states are the single largest em-
ployer, they can offer their employees a choice of health care
plans and competitive rates rarely possible for small firms. Many
states, including Kentucky, let county governments and even

smaller administrative units opt into their state
employee health plan. Nichols suggests it
would be fairly easy for states to let small
businesses do the same. Alternatively, some
states have allowed small firms to form pur-
chasing cooperatives for the purpose of buy-
ing health insurance.

Implications for Kentucky.  In a state that is dominated by
small employers, closing the health insurance gap for employ-
ees of these firms is a significant concern. Increasingly, states
are using their buying clout as purchasers of health services for
Medicaid recipients and state employees to leverage additional
coverage for the citizens they serve. The National Conference
of State Legislatures, for example, reports in State Health Notes
that Illinois has adopted legislation permitting it to use its pur-
chasing power to create a �discount drug club,� extending the
benefits of lower-cost drugs to both its elderly and disabled
citizens. Regional compacts that would enable states to com-
bine their purchasing power have also been discussed. Efforts
to fashion legislation that will extend the opportunity to buy
into state health insurance pools to small employers and others
may follow.

Smaller May Be Better After All
Economy of scale has not proven its worth in America�s
schools, Hanna Skandera and Richard Sousa report in Hoover
Digest. In the 1950s America�s renewed interest in the quality
of education generated many new ideas for educational improve-
ment, including a more �scientific� approach to education.
Education �experts� then believed that consolidation would
mean economies of scale: greater efficiency and effectiveness.
Franklin Keller�s 1955 book, The Comprehensive High School,
recommended consolidation as did James Conant�s 1959 book,
The American High School, which asserted that the small high
school was the leading problem in education and its elimina-
tion should be a top priority. Entitlement programs and deseg-
regation compliance in the 1960s further contributed to the
consolidation movement.
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tion. However, the widespread alienation we found in large Ken-
tucky high schools suggests that more, much more needs to be
learned about the environments in which students perform best.
Many school districts are routinely creating smaller learning
environments for students who cannot adapt to these settings,
addressing their unique needs outside of the mainstream of the
larger school. At the polar opposite, so-called magnet schools
offer small-school environments to those who excel. And pri-
vate schools continue to offer high-quality education in a small-
school setting to those whose parents can afford to pay for the
privilege.

Ultimately, we may learn that the sterility of the institutions
we have created to shepherd children into adulthood is at the
root of the alienation that appears so widespread among ado-
lescents. Young people consistently told our case study research-
ers for Listening to Kentucky High Schools that the quality they
most appreciate in teachers is �caring,� which is difficult to
achieve in the large, impersonal, institutional environments typi-
cal of high schools. Indeed, only in the oases within these larger
schools, special programs and the spheres of special teachers,
did we see students flourishing. For school reform to advance
and enable broad-based excellence and rising achievement, it
is incumbent upon education leaders to learn more about this
issue. If small schools indeed offer the optimum learning envi-
ronment, as these data suggest, we must discover ways of rep-
licating them within the infrastructure we have built.$

Research today, however, contradicts the education experts
of decades earlier who presumed that, among other things, large
schools��high schools in particular��would offer a more di-
verse curriculum and more opportunities at a lower cost. Mount-
ing evidence suggests that neither of these assertions has proven
to be true. In fact, comprehensive research shows that small
schools are superior to large schools on most measures and
equal to them on the rest. A meta-analysis of 103 studies re-
vealed that the academic achievement of students in small
schools is at least equal to, and often superior to, that of large
schools. A recent study documenting Chicago�s small-school
reform implementation, which included approximately 150
schools, showed improved standardized test scores or average
test scores holding steady despite more students taking the test.
Indeed, no available research suggests that large schools are
superior to small schools in their achievement effects.

Also evident is marked improvement in achievement among
ethnic minority students and students of low socioeconomic
status. A July 1997 study reported that �disadvantaged students
in small schools significantly outperformed those in large ones
on standardized basic skills tests.� A further study found that,
�for both reading and math, small schools produce greater
achievement gains than larger schools holding demographic and
teacher characteristics constant.�

Implications for Kentucky.  Here, smaller, community-
based schools continue to be shuttered in favor of consolida-


